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Mr.  Chairmen  and  Kambara  of  tha  S;ibcomalttaas : 


Wa  ara  hara  at  your  raquaat  today  to  dlacuas  tha  information  wa 
hava  accunulatad  to  data  regarding  tha  Entarpriaa  for  tha  Americas 
Initiative.  Before  beginning  my  formal  atatamant,  I  believe  it  is 
important  to  note  that  our  work  to  data  has  involved  discussions 
with  officials  of  U.S.  govammant  and  non-govammant  organizations, 
and  with  soma  raprasantativas  of  potential  beneficiary  countries  in 
tha  United  States.  Ha  hava  not  yet  visited  Latin  American  or 
Caribbean  countries  to  discuss  tha  Initiative  with  officials  in 
those  countries. 

BAgggRQIZHg 

On  June  27,  1990,  President  Bush  announced  a  new  thraa-prongad 
approach  to  stimulate  sustained  economic  development  In  Latin 
America  and  tha  Caribbean.  This  approach— tha  Enterprise  for  the 
Americas  Initiative — called  for  the  United  States  to  (1)  expand 
two-way  trade  with  Latin  American  and  Caribbean  countries,  (2) 
reduce  and  restructure  their  official  bilateral  debt  owed  to  the 
U.S.  government,  and  (3)  promote  direct  investment  in  the  region. 
This  Initiative  complements  Brady  Plan  efforts  to  restructure  the 
commercial  debt  of  highly  indebted  countries. 

The  trade  initiatives  are  long  term.  The  United  States  seeks  to 
expand  trade  by  successfully  concluding  the  Uruguay  Round  of 
multilateral  trade  negotiations  and  negotiating  free-trade 


agr««attnts  with  tha  countriaa  of  th«  raglon.  Th«  othar  Inltiatlvas 
would  hava  a  nora  Inaadlata  lapact.  Tha  U.S.  govamaant  would 
raduca  and  raatructura  concaaslonal  Agancy  for  Intamatlonal 
Davalopaant  (AID)  and  PL-480  dabt  owad  by  Latin  Aaarican  and 
Caribbaan  nations.  Tha  intaraat  on  tha  raaainlng  portion  of  this 
dabt  would  ba  paid  in  local  currancy  and  placad  in  trust  funds  to 
ba  usad  for  anvlronaantal  consarvation  activitias.  Tha  U.S. 
govamaant  would  also  aaka  a  portion  of  tha  nonconcassional  Export- 
Import  Bank  (Exia  Bank)  and  Coaaodity  Cradlt  Corporation  (CCC)  debt 
availabla  on  tha  sacondary  aarkat  for  dabt-for-natura,  dabt-for- 
aqulty,  and  dabt-for-davalopaant  swaps.  Finally,  tha  Unitad  States 
would  call  on  tha  Zntar-Aaarican  Davalopaant  Bank  to  ba  a  source  of 
support  for  coxintry  efforts  to  permit  greater  foreign  invastaant 
and  privatize  state-run  businassas.  Tha  Unitad  States  would 
provide  $500  million  to  tha  Zntar-Aaarican  Davalopaant  Bank  over  5 
years  for  this  effort,  with  an  additional  $1  billion  anticipated  to 
coma  from  Japan  and  Europe. 

Legislation  was  enacted  last  Fall  to  authorize  tha  %rrlta-down  of 
PL-480  dabt,  to  establish  an  Enterprise  for  tha  Aaaricas  facility 
at  Treasury  to  manage  these  activitias,  to  enter  into  environmental 
framework  agraaaants  with  eligible  countries,  and  to  establish  an 
Environment  for  tha  Aaaricas  Board  to  oversea  tha  activitias  of  the 
anvlronaantal  funds.  Legislation  la  pending  to  expand  these 
activitias  to  tha  AID  concessional  loans  outstanding  in  Latin 
America  and  tha  Caribbaan,  to  authorize  tha  sale  of  a  portion  of 


ExIb  Bank  and  CCC  dabt  on  tha  aacondary  aarkat,  and  to  authoriza 
funding  for  tha  Intar- Aaarican  Davalopaant  Bank.  Futura 
legislation  may  ba  needed  to  iaplaaent  tha  trade  portion  of  this 
Initiative. 

SUPPORT  FOR  THE  INITIATIVE 

While  our  work  to  data  raises  soma  concerns  that  va  believe  should 
ba  addressed  as  you  consider  the  Adainistration ' s  proposal,  I 
would  like  to  eaphasize  at  the  outset  that  we  support  the  concepts 
eabodied  in  the  Initiative— a  cooperative  proaotion  of  econoaic 
growth  in  Latin  Aaerica  and  the  Caribbean,  coaplete  with  plans  for 
the  expansion  of  trade  and  investaent,  reduction  of  debt,  and 
proaotion  of  enviroxmental  conservation.  An  underlying  concern 
that  we  have,  however,  is  that  it  may  be  difficult  to  deliver  or 
live  up  to  the  expectations  that  have  been  set.  If  this  proves  to 
be  true.  United  States  relations  with  our  Latin  Aaerican  and 
Caribbean  neighbors  could  suffer  rather  than  be  enhanced  by  the 
Initiative.  We  believe,  therefore,  that  it  is  necessary  that  these 
concerns  be  recognized  early  on  and  that  strategies  be  developed  to 
deal  with  thea. 

First,  achieving  the  long-run  trade  goals  depends  on  the  successful 
conclusion  of  both  the  current  aultllateral  Uruguay  Round  trade 
negotiations  and  a  series  of  bilateral  free-trade  agreeaents  with 
the  Latin  Aaerican  countries.  The  successful  coapletlon  of  the 
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Uruguay  Round  negotiations  Is  uncertain  at  this  time.  And,  the 
successful  negotiation  of  mutually  advantageous  bilateral  free* 
trade  agreements  with  the  Latin  American  countries  Is  a  daunting 
and  complex  task.  Second,  the  preconditions  that  countries  must 
meet  to  participate  in  the  Investment  and  debt  portions  of  the 
Initiative,  while  necessary,  may  preclude  countries  In  greatest 
need  from  participating.  Also,  some  analysts  have  questioned 
whether  the  benefits  of  the  Initiative  are  sufficient  to  induce 
countries  to  undertake  the  economic  reforms  required  to 
participate.  Finally,  It  seems  to  us  that,  while  AID  has  become 
more  of  a  player  In  the  Initiative  than  it  was  initially,  it  needs 
to  have  a  more  clearly  defined  role  in  implementing  the  Initiative 
in  order  to  bring  to  bear  its  expertise  in  environmental  and 
economic  development  matters. 


The  Initiative's  trade  benefits  have  been  characterized  as  its  most 
Important  aspects;  however,  uncertainty  about  attainment  of  the 
Initiative's  trade  goals  may  jeopardize  its  success.  Important 
trade  benefits  are  contingent  upon  the  successful  conclusion  of  the 
Uruguay  Round  of  multilateral  trade  negotiations*— specifically 
agreement  on  reform  of  agricultural  trade.  The  agriculture  aspect 
of  the  Uruguay  Round  is  of  greatest  Importance  to  the  nations  of 
Latin  America  and  the  Caribbean,  who  stand  to  benefit  from  any 
reduction  of  U.S.  subsidies  to  the  American  agricultural  sector. 
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Th«  Uruguay  Round  was  auppoaad  to  concluda  at  a  GATT  Ministerial 
held  this  past  Deceaber  in  Brussels.  However,  the  talks  stalemated 
over  the  Suropean  Coaaunity's  unwillingness  to  negotiate 
significant  reforms  in  agricultural  trade.  Even  though 
negotiations  appear  to  be  resuming  following  the  European 
Community's  new  willingness  to  discuss  the  key  problems  in 
agriculture — i.e.,  agricultural  support,  market  access,  and  export 
subsidies— success  is  far  from  certain. 

Many  observers  with  whom  we  spoke  were  positive  about  the  prosp«ct5> 
for  a  free-trade  agreement  between  the  United  States  and  Mexico. 
However,  they  believed  that  it  would  take  at  least  a  decade  to 
implement  a  hemisphere-wide  free-trade  zone  and  require 
considerable  political  will.  Because  of  our  history  with  Latin 
America,  sensitivities  concerning  sovereignty  issues  will  probably 
be  great. 

Sectors  and  industries  within  both  the  United  States  and  Latin 
American  and  Caribbean  countries  that  are  not  competitive 
internationally  will  most  likely  lobby  hard  against  the  completion 
of  free-trade  agreements  because  they  realize  that  such  agreements 
would  Increase  competition  in  their  domestic  markets.  In  the 
United  States,  competition  from  low-wage,  labor-intensive 
industries  of  Latin  America  may  be  disruptive  to  some  U.S.  domestic 
firms.  And,  a  free-trade  zone  with  the  United  States  would  require 
costly  and  painful  adjustments  in  Latin  America.  Latin  American 
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countrlfts  hav*  a  long  history  of  statist  protsctlonlst  sconosic 
pollclss.  Most  (Ssvsloplng  countrlss  do  not  havs  ths  prlvats  ssctor 
infrastructurss  and  forslgn  narlcstlng  sxpsrtiss  to  succsssfully 
compsts  in  sons  narksts  of  industrial Izsd  coixntriss.  And,  a 
hsnisphsrs-wids  frss-trads  sons  could  rsqulrs  frssr  novsnsnt  of 
labor  from  Latin  Amsrlca  and  ths  Caribbsan  to  ths  Unitsd  States 
than  ths  Unitsd  Statss  may  actually  favor. 

Ths  Initiativs  proposss  that  ths  U.S.  govsmnsnt  cut  tariffs  on 
products  that  Latin  Aasrican  and  Caribbsan  countrlss  can  sxport  to 
ths  Unitsd  Statss.  Sines  ths  avsrags  tariff  rats  for  nost  Latin 
Amsrican  and  Caribbsan  goods  xmdsr  ths  Gsnsrallzsd  Systsn  of 
Prsfsrsncss  is  only  about  7  psrcsnt,  such  tariff  cuts  would 
probably  not  havs  a  grsat  inpact  on  trads  in  many  ssetors. 

Howsvsr,  thsrs  ars  a  ntiabsr  of  ssetors  for  which  thsrs  is  still 
considsrabls  protsetion  from  forsign  compstition.  Thsrs  would  bs  a 
good  deal  of  opposition  in  ths  Unitsd  Statss  to  nsasurss  that 
furthsr  inersassd  U.S.  imports  of  such  traditional  Latin  Amsrican 
products  such  as  tsxtilss  and  apparsl. 

IMPACT  or  CONDITIONALITY  CM  INITIATIVE'S  SUCCESS 

Although  ths  potsntial  bsnsficlariss  will  find  it  difficult  to  meet 
ths  conditionality  (that  is,  ths  various  prsconditions  that  are 
required  to  qualify  for  benefits) ,  ws  believe  that  it  is  an 
important  element  of  ths  Initiativs.  Ths  conditionality  of  the 
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original  administration  proposal  was  much  nors  stringsnt,  and  we 
believe  that  the  flexibility  that  Congress  provided  in  the 
legislation  last  Fall  and  is  contained  in  the  current  proposal  is 
more  appropriate.  Requirements  imposed  by  the  conditionality 
element  of  the  Initiative  are  usually  in  the  nature  of  sound  and 
responsible  economic  policies.  Such  policies  are  absolutely 
essential  to  the  realization  of  sustained  economic  gro%rth  in  the 
Latin  American  developing  countries. 

No  developing  country  can  achieve  improved  economic  circumstances 
without  an  economic  regime  that  will  support  balanced  economic 
gro%rth.  Debt  forgiveness  and  other  assistance  are  not  a  substitute 
for  the  imposition  of  sound  economic  policies.  They  can  only  serve 
to  lower  the  adjustment'  costs  associated  with  the  adoption  of  such 
necessary  policies.  Any  debt  forgiveness  or  other  concessions  that 
are  granted  without  the  recipient  country  putting  in  place  the 
economic  reforms  will  be  wasted. 

Although  potential  beneficiaries  may  find  it  difficult  to  implement 
the  measures  required,  we  believe  the  Initiative's  conditionality 
provisions  are  very  important.  The  conditions  are  that  countries 
must:  (1)  adopt  or  make  progress  toward  adopting  a  strong 

International  Monetary  Fund/World  Bank  economic  reform  program,  (2) 
establish  and  implement  major  investment  reforms  and  move  toward 
more  open  investment  regimes,  and  (3)  reach  agreements  with 
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coaa«rclal  lenders  on  satisfactory  financing  prograns  for  their 
coomercial  debt,  if  appropriate. 

According  to  Treasury  officials,  about  5  Latin  American  and 
Caribbean  countries  have  or  are  now  close  to  meeting  all  these 
preconditions,  and  about  4  others  are  making  good  progress. 

However,  coxmtries  with  the  greatest  need  for  assistance  in 
improving  their  environments,  such  as  Brazil,  Haiti  and  Peru,  would 
probably  have  the  greatest  difficulty  meeting  the  preconditions. 
Some  other  eoxxntries  would  not  meet  the  conditionality  for  some 
time.  Some  officials  told  us  that,  for  some  countries,  there  may 
not  be  enough  benefits  in  the  Initiative  to  induce  these  countries 
to  meet  the  preconditions,  and  that,  if  the  countries  participate, 
it  would  be  because  they  had  met  the  preconditions  for  other 
reasons . 

Nongovernmental  organizations  with  whom  we  spoke  expressed  a 
concern  that  countries  attempting  to  meet  the  preconditions  night 
have  to  curb  their  efforts  to  control  or  reverse  environmental 
degradation.  According  to  these  organizations,  Latin  American  and 
Caribbean  countries  have  tended  to  underfund  efforts  to  support  the 
environment  and,  when  attempting  to  meet  the  conditionality,  might 
have  to  further  reduce  funding  for  conservation  and  jeopardize 
environmental  protection.  Moreover,  they  point  out  that  new  open 
investment  regimes  need  environmental  components  because  countries 
might  further  welcome  projects  that  have  excessively  negative 
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•nvironmantal  af facts,  such  as  tlnbsr  cutting,  vasts  disposal,  and 
Intsnslvs  agricultural  production. 


IMPACT  OF  SMALL  LEVELS  OF  ASSISTANCE 
ON  INITIATIVE'S  SUCCESS 

In  Its  totality,  ths  Inltlatlvs  doss  not  provlds  a  largs  Infusion 
of  asslstancs  to  ths  rsglon  and  countriss  say  not  find  ths 
asslstancs  sufflcisnt  to  warrant  iaplsaantation  of  ths 
prsconditlona  for  bsnsfltlng  fron  ths  Inltlatlvs. 

Asslstancs  Prevldsd  Through  ths 
Dsbt  and  Environnsnt  Aspsct  of  ths  EAI 

Whlls  official  dsbt  ovsd  to  ths  Unltsd  Statss  say  bs  significant 
in  sons  individual  countriss,  ths  aggrsgats  of  what  Latin  Aasrlcan 
countriss  ovs  to  ths  Unltsd  Statss  rsprsssnts  about  2.7  psrcsnt  of 
thslr  approxlmatsly  $412  billion  total  sxtsmal  dsbt.  Undsr  ths 
Inltlatlvs,  ths  U.S.  govsmssnt  would  provlds  funding  for 
snvlronnsntal  conssrvatlon  by  ssttlng  as Ids  In  trust  funds  ths 
intsrsst  paid  on  rsstructursd  bllatsral  concssslonal  dsbts.  Thsss 
concsssional  dsbts  currsntly  total  about  $7  billion. 

Treasury  officials  havs  stated  that  ths  Inltlatlvs  Is  to  bs  budget 
neutral;  that  Is,  at  least  In  ths  early  years,  ths  dsbt  reduction 
would  not  reduce  ths  anticipated  income  streams  from  these  loans. 
To  accomplish  this,  countriss  will  havs  to  pay  a  dollar  amount 
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•qual  to  p^st  payaants  In  principal,  and  pay  an  additional  aaount 
in  local  currancy  for  intaraat  on  tha  raducad  dabt.  As  a  rasult, 
soma  countrias  :ould  find  thaasalvas  at  first  paying  mors  undar  tha 
Inltiativa  ^han  bafora.  Thasa  funds  do  not  appaar  to  ba  larga 
anough  to  hava  an  iapact  on  tha  laval  of  indabtadnass ,  but  thay  nay 
significantly  affact  how  such  nonay  banaflciary  countrias  can  spend 
on  anvironnantal  efforts. 

Tha  U.S.  govamaant  plans  to  sail  a  portion  of  CCC  and  Exln  Bank 
loans  involving  thasa  countrias  for  dabt-for-natura  and  dabt-for- 
aguity  swaps  to  pronota  invastnant  in  tha  region,  outstanding  ccc 
and  SxlB  Bank  loans  to  Latin  Anarican  and  Caribbean  countrias  total 
about  $4.8  billion,  and  tha  17.3.  govamaant  anticipates  sailing 
about  10-  to  15-parcant  of  this  aaount,  or  $480  alllion  to  $720 
million.  However,  tha  entire  stock  of  ExZa  Bank  and  CCC  dabt  of 
thasa  coxuitrias  is  lass  than  10  percent  of  dabt  owed  to  coBaarclal 
banks  in  all  but  3  countries,^  so  sailing  10-  to  15-parcant  of  an 
already  saall  percentage  of  outstanding  dabt  will  not  hava  a 
significant  impact.  Furthermore,  tha  Exim  Bank  and  CCC  dabt  placed 
on  tha  secondary  market  are  not  likely  to  hava  much  of  an  impact  on 
tha  anvirozwant  in  participating  countries.  Wa  ware  told  by 
nongovamaant  organizations  involved  in  dabt-for-natura  swaps  that 
coaaarcial  dabt  currently  being  offered  for  sale  on  tha  secondary 


^Tha  Doainican  Republic  (25  percent),  Haiti  (13  percent),  and 
Jamaica  (18  percent). 
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market  is  not  bsing  purchassd  bscausa  ths  nongovammsntal 
organizations  do  not  havs  snough  funding  to  purchass  it. 

Assistancs  Providsd  ThrQuah_ths 
Intsr-Ansrican  DsysloBasnt_Jan]s 

Whils  tha  $1.5  billion  to  bs  providsd  ovsr  a  5-ysar  psriod  through 
ths  Intsr-Ansrican  Osvslopmsnt  Bank  (IDB)  doss  not  sssa  to  bo  a 
saall  amount,  ssvsral  individuals  with  whom  vs  spoks  pointad  out 
that  it  is  rslativsly  small  comparsd  to  total  Isvsls  of  assistance 
going  to  ths  rsgion.  Hovsvsr,  thsy  also  pointsd  out  that  this 
amount  rsprsasnts  a  significant  incrsass  in  funding  to  support 
privatization  and  invsstmsnt  rsform  and  could  bs  important  to  some 
countries.  A  concern  was  expressed  about  the  ability  of  Caribbean 
countries  who  are  not  members  of  the  IDB  to  access  this  fund. 


AID»S  ROLE  IN  THE  INITIATIVB « S  IMPL] 


fATIQlf 


AID  has  beg\in  to  play  a  greater  role  in  implementing  the 
Initiative,  but  its  role  is  still  not  clearly  defined.  The  Office 
of  the  U.S.  Trade  Representative  is  taking  the  lead  in  the  trade 
aspects  of  the  Initiative,  with  the  Department  of  Commerce  playing 
a  supporting  role.  The  U.S.  Treasury  Department  and  the  Inter- 
American  Development  Bank  play  the  major  roles  in  the  investment 
aspects  of  the  Initiative.  And,  it  appears  that  the  Treasury  and 
State  Departments  will  take  the  lead  in  the  debt  and  environmental 
aspects  of  the  Initiative;  here,  the  Environmental  Protection 
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Agency  will  play  a  supporting  role.  While  these  agency  roles  sees 
appropriate,  it  is  in  the  environaental  aspect  of  the  Initiative 
that  AID  could  also  play  a  significant  role. 

While  AID  has  not  had  a  perfect  track  record  in  iaplementing  its 
environaental  prograas,  our  work  over  the  years  has  shown  that  AID 
does  have  expertise  in  developaent  and  environaental  Issues.  If 
the  Initiative  is  to  be  fully  successful,  it  would  seea  that  the 
Agency  should  be  directly  involved  in  the  debt  and  environaent 
portion  of  the  Initiative.  The  Agency's  role  could  be  to  help 
ensure  that  the  environaental  projects  financed  under  the 
Initiative  were  consistent  with  the  Agency's  extensive 
environaental  projects  in  Latin  Aaerica.  This  would  prevent  U.S. 
prograas  froa  overlapping  or  working  at  cross  purposes.  AID  could 
also  help  ensure  that  the  non-govemaent  organizations  of  the  host 
countries  have  systeas  of  accountability  to  aonitor  the 
dlsburseaent  of  the  environaental  funds  provided  to  thea  under  the 
Initiative.  Finally,  the  Agency  could  help  ensure  that  the 
econoaic  policy  changes  suggested  for  the  host  countries  under  the 
Initiative  were  consistent  with  those  otherwise  recoaaended  by  AID. 

Treasury  officials  told  us  that  they  believed  that  AID'S  role  in 
lapleaenting  the  Initiative  had  been  worked  out  last  Fall  after 
soae  Intense  negotiations.  As  I  previously  stated,  our  work  to 
date  indicates  that  AID  will  be  playing  a  greater  role  than  soae 
officials  expected  when  the  Initiative  was  first  proposed. 


Howttvsr,  bas«d  on  our  diocusoions  with  nuaorous  AID  officials,  vs 
baliava  this  nattar  is  still  in  nssd  of  soma  furthar  clarification. 


Mr.  Chairman,  that  concludas  my  atatwaant.  Wa  would  ba  happy  to 
raspond  to  any  quastiona  you  may  hava. 


DTrc  ’ 


,  iooasslon  For 


By - - — — - - — 

.Oi“t  r  itiutlo;  / 

Av:i.  ;  : 
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